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SOME ECONOMIC ASPECTS OF 
OREGON LUMBER MANUFACTURE 


R. W. Cow.iIn 


In charge of Forest Economics, Pacific Northwest Forest and 
ange Experiment Station, U. S. Forest Service 

In normal times the great bulk of Oregon’s manu- 
factures were produced by industries using forest 
products as raw materials. The war brought new in- 
dustries which have rivaled and temporarily sur- 
passed the forest industries in value of products and 
other economic criteria. However, it is generally con- 
ceded that in the postwar period the forest industries 
will resume top rank by a sizable margin. 

The importance of the forest industries is support- 
ed by statistics from the 1939 census of manufactures, 
a prewar year and the last year for which such data 
are available. Of a total of 74,401 employed in manu- 
facturing establishments in Oregon, about 60 per 
cent were forest-industry workers. This group of in- 
dustries accounted for about 60 per cent of the $98 
million paid in salaries and wages during 1939 and 
50 per cent of the $365 million in finished products. 

Lumber manufacture is by far the major forest in- 
dustry despite recent rapid increases in plywood 
manufacture. Pulp and paper manufacture completes 
the list of the top three forest industries. Plywood 
manufacture and pulp and paper manufacture will 
not be discussed in this article. 


TABLE 1 


Annuat Ornecon Lumser Propuction 1925-43 (Mittions or Boagp Freer) 


Other 
Spectes 
2,793 1,001 422 
2, or 436 

852 346 


Total Douglas Fir Ponderosa Pine 


4,216 
4,455 
3,993 
4,372 
4,784 
3,654 
2,628 
1,604 
2,256 

80 


1,723 
96 


Expansion of the lumber industry in Oregon has 
been notable, particularly during the period 1938-43, 
inclusive. In 1938, Oregon became the leading lum- 
ber-producing state of the Union, supplanting Wash- 
ington, which had held this position for 32 years ex- 
cept for 1914, when Louisiana led. However, abso- 
lute volume of production was less in 1938 than in 
1937 and 1936 and also less than production in each of 
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THE PATTERN OF POSTWAR 
FEDERAL TAXES 
O. K. Burre.i 


Professor of Business Administration, University of Oregon 
Epitor’s Note: This concludes Professor Burrell’s 
study of the problems of postwar Federal taxation. 


INCENTIVE TAXATION 


_In a broad sense all current tax plans might be de- 
scribed as incentive-tax proposals. They are attempts 
to reconcile tax equity with the need for an expanding 
economy. They recognize that there is a point of 
diminishing returns in taxation and that there is a 
desperate necessity to so arrange the postwar tax 
structure as to offer the least possible barrier to ex- 
panded investment and employment. They recog- 
nize that the prewar tax structure discriminated 
against the risk taker, the innovator, and the “little 
man with the big idea.” This discrimination is not 
harmful in wartime when new enterprise is neces- 
sarily limited to war goods, and materials and man- 
power have to be rationed. But such a system of tax- 
ation carried into the peace years would probably 
make full employment impossible except on a basis 
of superdeficit spending, the end of which would be 
some form of statism. All tax plans recognize that 
a system of taxation that throttles initiative can in- 
duce the symptoms of a mature and decadent econ- 
omy. All aim at discouraging innovation and invest- 
nent as little as possible. 

But the term “incentive taxation” has come to 
have a much-narrower and more-restricted meaning. 
It has to do with the use of taxation as an instrument 
for inducing or even compelling particular action. 
Thus, if new chemical industries are dee:ned neces- 
sary, the :iucome and capital gains from such enter- 
prises might be completely exempted from tax either 
for a definite period or indefinitely. If an adequate 
birth rate of new enterprises is considered desirable, 
the income or gains from such enterprises might be 
accorded differential treatment. In general the tax 


(Continued on page 2) 
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THE PATTERN OF POSTWAR 
FEDERAL TAXATION 


(Continued from page 1) 


laws have made no attempt to set up a classification 
of incomes. Equal volumes of income, whether de- 
rived from innovation or: not, have been accorded 
equal treatment.’ This is simply to say that we have 
not had a classified income tax. Incentive-tax pro- 
posals place emphasis on the use of taxes as an in- 
strument of economic force, to lower or raise pur- 
chasing power, or to expand investment in produc- 
tive enterprise generally or in specific industries or 
even in particular places. Indeed, incentive taxes 
could be utilized to expand or contract investment in 
productive eaterprise by particular persons. Incen- 
tive taxation in a large measure would represent 
abandonment of traditional universality and neutral- 
ity in taxation and might lead to a system of penalties 
and subsidies dictated by pressure politics. One spe- 
cial privilege, even though warranted, is likely to lead 
to another quite indefensible one. Moreover, the 
classification of income would seem to be fundamen- 
tally incompatible with graduation of rates according 
to the quantity of income. 

Nevertheless, it is evident that incomes do vary 
with respect to their capacity to bear taxes. More- 
over, it is clear that the tax rates that will be neces- 
sary in the postwar period will be very high when 
judged by prewar standards. It is entirely possible 
that the tax rates even on fixed incomes might be 
maintained on a lower level if some reasonable con- 
cessions were made for incomes highly sensitive to 
taxes. Even if the sole objective of the tax system 
was revenue, a case could be made for differential 
taxation of different kinds of income. To some extent 
the construction of a tax structure is a problem in 
pricing. The railroads have long since learned the 
futility of charging what the traffic will not bear. If 
all railway freight were to be charged a uniform rate 
per ton mile, there is no doubt that railway traffic 
would be greatly reduced. Complicated as they nec- 
essarily are, railway freight rates may accurately be 
described as incentive rates. It is perfectly true that 
such differential freight rates may be employed to 
the disadvantage of particular industries or areas. 
And, under our system of regulation, it is entirely pos- 
sible that a discriminatory freight-rate structure may 
evolve through the methods of pressure politics. But 
no one has proposed that freight rates should be the 
same on all classes of traffic. It is universally recog- 
nized that railway freight tonnage varies widely with 
respect to its capacity to bear freight rates. 

It may be that incomes vary with respect to their 
ability to bear taxes almost as much as freight ton- 
nage varies in its capacity to bear freight rates. If 
so, it would be wisdom to so arrange the structure 


1 But exemption of interest on state and local governmental 
bonds and the nondeductibility of corporate dividends represent 
deviations from this principle. 





as to create the greatest possible volume of income. 

But the raising of revenue is no longer regarded as 
the single objective of the tax structure. Taxes can- 
not be neutral. “Taxes for revenue only” is a goal 
impossible of achievement. Since the tax system does 
inevitably influence the economy, it is wisdom to so 
arrange it as to bring about optimum economic sat- 
isfactions. , 

*It must be admitted that differentiation between 
types of income is a tool that could be employed to 
create an economic and political system foreign to 
the American tradition. It is a highly dangerous 
tool. Used with wisdom, tolerance, and a sense of 
fair play, it might serve to lift living standards and 
improve the well being of all the people. Used as an 
instrument of class warfare, sectional politics, or 
group pressure, it could be the beginning of the end 
of economic freedom. 

But we have learned that the price of freedom is 
an enlightened and tolerant citizenry, watchful of 
encroachments upon freedom and aware that inva- 
sion of the freedom of other persons and other groups 
today is precedent for invasion of their own freedom 
tomorrow. Freedom is not as intimately related to 
governmental forms as might be supposed. The es- 
sence of freedom is recognition of minority rights 
under majority rule. The majority may be quite as 
destructive of freedom as any dictator backed by 
military power. We have seen free parliaments and 
peoples irrevocably vote themselves under the dom- 
ination of a single party. We have seen “popular 
fronts” as scornful of individual rights as any medie- 
val or modern dictator. In the United States the 
NIRA, which represented a close approach to the 
corporate state, was overwhelmingly adopted by a 
democratically elected Congress. The “inalienable 
rights” of the Declaration of Independence are an 
expression of the central theme of freedom. The doc- 
trine that minorities possess only those rights that 
the majority chooses from time to time to extend is 
a denial of the essence of freedom. 

Moreover, it is clear that departures from freedom 
have been associated with breakdowns in the eco- 
nomic structure. Freedom has been surrendered in 
a vain hope of solving the problem of building a 
sound economic structure and as relief from the dic- 
tation of transient majorities with their rapidly 
changing political and economic policies. The sound- 
est guarantee of freedom is a system whereby men 
may freely and fairly exchange their goods and ser- 
vices, and thereby lift living standards and afford 
maximum opportunities for the development of hu- 
man personality. 

It is unsound and inaccurate to assume that man 
is inherently evil and to reject devices that can serve 
to improve the well being of society on the ground 
that such devices might be used for partisan or group 
advantage. All of the instrumentalities of democratic 
government may be used to deny freedom. A sound 
and functioning economy is the chief bulwark of 
freedom. If incentive-taxation devices serve to pro- 
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mote a sound economy, they offer no threat to free- 
dom. 


Classification of Incentive-Tax Proposals. Since 
most tax-reformation proposals take investment in- 
centives into account and since the number and va- 
riety of such proposals is large, it is difficult to clas- 
sify such proposals on any consistent basis. it is per- 
haps sufficient to divide such plans into two broad 
groups: (1) those that propose more or less complete 
departure from the established pattern of graduated 
taxes on income, which propose new objects of tax- 
ation or new concepts of income, and which in many 
cases would require constitutional amendment; and 
(2) those that propose only modifications within the 
existing general pattern of individual and corporate- 
income taxation. The latter involve merely an at- 
tempt to classify incomes. The former propose new 
concepts of income, or plans to abandon either whol- 


ly or partially the tax on incomes and to substitute . 


a tax on some other object or a tax based on some 
other transactions. Many of these proposals over- 
look the fact emphasized in the C.E.D. study that all 
taxes are finally taxes on living persons. 

The plans that propose more or less complete de- 
parture from the existing pattern are heterogenous 
and include many somewhat bizarre proposals. No 
attempt will be made to enumerate them all. They in- 
clude such old favorites as the single tax and the 
Townsend transaction tax. A partial listing and brief 
discussion of these plans follows: 


(1) The proposal to tax spendings rather than in- 
come. This proposal was discussed in a previous chapter. 
It is based upon two fundamental premises: (a) that 
spending is in fact the only true measure of income; 
(b) that such a tax would provide a powerful stimu- 
lus to an expansion of investment and employment. 

Income is regarded as services rendered by prop- 
erty or persons. A service is the occurrence of a de- 
sirable event or the prevention of an undesirable 
event. Income is thus approximately synonymous 
with standard of living. Capital is regarded as wealth 
owned by humén beings solely for the sake of some 
kind of service or services which it is expected: to 
yield. Spendings for other than the purchase of in- 
vestments is therefore regarded as the best measure 
of income. All taxes come out of living standards and 
a graduated tax on living standards would not only 
be equitable but would xot discourage savings and 
investment expenditures. 

It is entirely clear that such a tax would encourage 
savings but it is not so evident that it would encour- 
age investment and risk taking. An increase in cash 
balance is deducted in order to arrive at spendings. 
‘Moreover, any investment expenditure is deducted 
whether it represents an investment in a new and 
risky enterprise or the purchase of a short-term 
triple-A bond. 

The plan could possibly be amended so as to avoid 
' exemption of increases in cash balances and riskless 





investment.? But the resulting tax would not be a 
tax on spending. It would be a tax on spending plus 
cash increase and plus increase in riskless invest- 
ment. This would represent a rough approximation 
of the accretion concept of income, with the excep- 
tion that increases in risk investments would be ex- 
empted. Even if it were administratively possible 
to make a distinction between risk investment and 
riskless investment, such a proposal would be no 
more than roughly equivalent to the present personal 
income-tax structure modified by permissive deduc- 
tibility of income devoted to genuine new invest- 
ment. 

The idea of some form of spendings tax should not 
be regarded as merely another bizarre tax scheme. 
It is based upon a sound concept of the nature of in- 
come.® If the proposal could be so modified as to 
penalize hoarding and to encourage risk investment 
as opposed to riskless investment, it might become 
an instrument for such a release of productive power 
as to lift living standards and fundamentally improve 
the level of well being. 


(2) The proposal to gear tax rates to employment 
levels. An “employment base period” would be estab- 
lished, perhaps at the level prevailing in the par- 
ticular enterprise in 1941. Employers who maintain 
their payrolls above this level would pay a lower 
income-tax rate than employers who permitted their 
payrolls to drop below the base. Such a tax would be 
exceedingly difficult to administer. Moreover, it 
would be incompatible with an integration of the cor- 
porate and personal income tax. Enterprises that 
were initiated after 1941 and enterprises that changed 
the nature of their operations or reduced their capital 
since 1941 would present problems. Such a tax would 
penalize the introduction of labor-saving devices and 
methods. Decline in employment measured from the 
base period would not be penalized, when accompan- 
ied by losses instead of profits, because there would 
be no profits to tax. 

It is unlikely that any attempt will be made to 
relate business tax rates to employment levels as 
part of the postwar tax structure. The incidence of 
such a tax would be capricious and the admir'stra- 
tive problems difficult if not impossible of solution. 
It is not compatible with the trend of opinion toward 
reduced emphasis on business taxes and the inte- 
gration of corporate and personal taxes. 


(3) Proposals to levy a tax on cash balances or bank 
deposits based on the rate of turnover.* Such proposals 
are based on the belief that a penalty tax on cash bal- 
ances and bank deposits with a low turnover rate 
would stimulate spending. Revenue would not be 
the objective of the tax. The objective would be the 


* See Hazelett, Dynamic Capitalism, 1943, for a tax combining 
a tax on spendings with a tax on cash balances based on turnovers. 

3’ The leading proponent of a spendings tax as a substitute for 
the existing income tax is Dr. Irving Fisher. For nearly a half 
century, Dr. Fisher has been a leading authority on the theory oi 
capital and income. 

4 See Hazelett, Dynamic Capitalism; see also A. O. Dahlberg, 
When Capital Goes on Strike, 1938. 
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stimulation of spending through efforts to avoid the 
tax. If such a tax were practical, it might also serve 
as an instrument for controlling excessive specula- 
tion during a boom period. All that would be neces- 
sary would be to levy the penalty tax upon cash and 
bank balances showing more than a minimum rate 
of turnover. 

This proposal is interesting but is administratively 
and practically impossible. There is a great variation 
in the rate of turnover of individual and business ac- 
counts, and between accounts in areas of different 
degrees of industrialization, and the fixing of a min- 
imum or maximum rate of turnover would present 
almost impossible difficulties. Moreover, it would 
probably be easy to avoid the tax by transactions 
quite unrelated to real spending. The mere trading of 
checks would increase the rate of turnover for both 
parties to the trade. The withdrawal and redeposit 
of funds would increase the turnover but would have 
no relation to real spending. The bookkeeping nec- 
essary to determine rate of turnover would neces- 
sarily be involved. ‘ 


(4) Consumer subsidy proposals. The social-credit 
proposals of C. H. Douglas® and the proposal for 
price stabilization offered by Dr. J. H. Bond® of the 
University of Oregon are unlike in some particulars. 
They are similar in that both are based upon the the- 
ory that the cause of business declines is a deficiency 
of consumer purchasing power. Both proposals in- 
volve paying subsidies to consumers in periods of 
depression. Major Douglas proposes to (a) pay a 
subsidy to retailers and (b) pay a “dividend” direct- 
ly to consumers. Dr. Bond would subsidize con- 
sumption by issuing Federal government trading 
stamps to consumers on their purchases equalling 
in value apercentage of the total selling price, 
proportionate to the divergence of the price index 
from 100. This latter proposal is concerned with 
the maintenance of a stable price level, while the 
proposal of Major Douglas is concerned primari- 
ly with maintenance of stable purchasing power. 
Actually the difference is largely a matter of em- 
phasis, since both seek stabilization by application 
of positive and negative consumer subsidies. 

Both proposals contemplate reduction of subsidies 
in the upward phase of the cycle and a shift to a sales 
tax (a negative subsidy) in the boom phase of the 
cycle. 

The sales tax contemplated in both of these pro- 
posals would not have the objective of revenue. The 
tax would go into effect only when necessary to re- 
strain Overexpansion, and would shift to consumer 
subsidy on any significant decline in activity or price 
levels. 


All of these proposals represent departure from 
existing patterns of taxation. Some would require 
constitutional changes. Some are designed with rev- 


°C. H. Douglas, Credit Power and Democracy, 4th ed., 1935. 

“Toward Postwar Stability, a Proposal,” Oregon Business 
Review, Jan. 1943, See also Wilford I. King, The Causes of Eco- 
nomic Fluctuations, 1938, pp. 298-300. 





enue as an objective and some are designed almost 
wholly for nonrevenue purposes. Their only similar- 
ity lies in the fact that none are likely to emerge as 
part of the pattern of postwar Federal taxation. 

The second group of incentive-tax proposals are 
those that do not represent fundamental departure 
from the existing pattern of taxation—that do not 
propose new objects of taxation or new concepts of 
income. These proposals contemplate in the main 
merely slightly differential taxation of enterprise in- 
come or somewhater greater freedom to taxpayers 
in estimating deductions not susceptible to precise 
measurement. These include the following: 


(1) The proposal to permit taxpayers to depreciate 
plant and equipment and other fixed assets on a more 
liberal basis. This proposal takes two forms: (a) the 
proposal to permit accelerated depreciation only for 
new plants and new facilities; and (b) the proposal 


. tc permit taxpayers greater freedom in fixing depre- 


ciation rates on all depreciable assets. 

The five-year amortization of war plants and facil- 
ities permitted under present revenue law is perhaps 
the inspiration for the first of these proposals. The 
proposal for accelerated depreciation by President 
Roosevelt during the 1944 election campaign is in- 
dicative of probable administration support for this 
method of stimulative investment. 

Opponents of the plan argue that it is artificial 
and that the aftereffects may be worse than the orig- 
inal ailment. Since total allowable depreciation would 
be limited to 100 per cent, the effect of accelerated 
depreciation would be to anticipate costs properly . 
attributable to later years and to understate the costs 
of later vears. If tax rates go down, the taxpayer who 
has used accelerated depreciation will, in effect, re- 
ceive a subsidy. If they rise, he will be penalized. If 
in the long run it proves to be a subsidy, this will be 
at the expense of other taxpayers who cannot take 
advantage of the provision. But it must be remem- 
bered that the objective of this and all other incen- 
tive-tax proposals is to stimulate investment without 
doing undue violence to equity. Undoubtedly, such 
a provision would stimulate investment in its early 
years. Whether it would continue to do so after a 
period of years is not so evident. 

The second proposal is based on the idea that, so 
long as depreciation is limited to the cost of the as- 
set, the revenues would be reduced little by permit- 
ting businessmen complete freedom to set their own 
depreciation rate. This proposal also takes two 
forms: (i) the proposal that taxpayers be required to 
submit a schedule of depreciation rates and thereaf- 
ter be bound by such schedule; and (ii) the proposal 
to permit taxpayers to deduct as much or as little de- 
preciation (within the total limit of 100 per cent) as 
they desire. If the second alternate were effective, 
undoubtedly enterprises would deduct more depre- 
ciation in good years and a smaller amount in poor 
years. In years when losses occur, no depreciation 
would be deducted. But this would not necessarily 





, —~ 





represent an undesirable outcome. It would tend to 
stabilize reported profits over the business cycle. 

It is undoubtedly true that overstrict Treasury 
control of depreciation rates has resulted in consid- 
erably reduced revenue over the last decade or two. 
Tax rates have risen, and depreciation postponed by 
the low rates of past years has then become charge- 
able against income in years of high tax rates. More- 
over, depreciation is a charge against invested capi- 
tal. The low depreciation rates of the past have there- 
fore resulted in a lower excess-profit tax credit 
(when this credit is based on invested capital) and a 
higher excess-profit tax. 


(2) The proposal to tax a particular type of income 
on a more favorable basis than other types of income. 
The earned-income credit which was part of the in- 
come-tax structure until recently is an example ot 
differential treatment. The proposal to exclude 40 
per cent of dividends from gross income included tn 
the Twin Cities plan is accurately described as an 
incentive-tax proposal. Successful risk investment 
results in dividend income. Therefore, more favor- 
able treatment of dividend income will result in the 
stimulation of risk investment.’ 


(3) The proposal to extend preferential treatment 
tu income applied to genuine new investment or realized 
from operation of new facilities, or to capital gains real- 
ized from sale of securities or property representing gen- 
uine new investment. This proposal involves the ad- 
ministrative problem of defining new investment. 
Suppose an existing enterprise builds new facilities 
but reduces activities in some existing plants. Should 
this enterprise be considered as new? An incentive 
would be created to liquidate, or at least appear to 
liquidate, existing enterprises and to start again with 
perhaps different corporate arrangements or personal 
interests. It would be difficult to set up a definition of 
new enterprise that would include only net additions 
to the total of economic activity. 

The three forms of this proposal are summarized 
as follows: (a) to exempt from the capital-gains tax 
profits resulting from sale of securities or property 
representing new enterprise ;* (b) to exempt or par- 
tially exempt from taxation, income from operation 
of new enterprise ;’ (c) to exempt or partially exempt 
income invested in new enterprise.’ 


Incentive-Tax Recommendation in Current Re- 
form Proposals. Most tax plans view proposals for 
incentive taxation with suspicion. The departure 
from universality, the possibility that such devices 
might be utilized for group, sectional, or even politi- 


7 But not all dividends are the return on risk investment. Div- 
idends on the stock of an investment trust fully invested in high- 
bonds would hardly merit special treatment. Dividends on 
stocks or dividends on savings and loan shares could hardly 
be defended as incentive to risk investment. 
* This is the alternative recommended by Ralph Flanders in a 
footnote exception in the C.E.D. report. 
® This is essentially the alternative recommended in the Brook- 
ings Institution-Kimmel plan. 
10 This is the alternative recommended in the Hansen-Perlofi 
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cal advantage probably account for this suspicion. 
The following statement taken from the N.P.A. 
(Ruml-Sonne) report is a good statement of this 
position : - 

‘Management whether industrial or sseloulturel, 
in general should be permitted to conduct its busines= 
affairs free of federal income tax considerations. 
Within the law, prudent judgment alone should guide 
price and production policies, form of capitalization, 
and the organization and sale of capital assets. Under 
such circumstances, no specific forms of incentive 
taxation to directly encourage employment or expan- 
sion would be in order. In fact, the use of tax subs. 
dies designed to bring non-economic pressure on 
management judgment for specific purposes should 
be avoided.” 

The belief that reliance upon specific incentive tax- 
es would be unwise and that the soundest guarantee 
of a satisfactory level of economic activity is a sound 
tax system for the nation as a whole was well-ex- 
pressed by Randolph Paul:’? 

“In the final analysis the small business man must 
select the road that leads him to the right destination. 
He will accomplish little by direct pressures which 
result in special favors or subsidies in his own beha!!. 
He needs more than crumbs from the table. He wants 
to sit down to a good postwar meal. His prime in- 
terest lies in a sound tax system for the nation as a 
whole rather than special concessions for himself. 
He does not exist in a vacuum. His business wil! 
flourish best under conditions which permit all busi- 
ness, big and small, to prosper as the people prosper.” 

The Twin Cities plan to exclude 40 per cent of div- 
idends is probably regarded as part of an overall plan 
and not an isolated incentive-tax proposal. The 
C.E.D. plan does not include any specific incentive- 
tax suggestions, but Mr. Flander’s footnote excep- 
tion recommends exemption of capital gains on sale 
of securities or property representing new invest- 
ment. The Hansen-Perloff plan and the Brookings 
Institution-Kimmel plan include proposals for in- 
centive taxes. These are summarized below: 


Hansen-Perloff Plan. The suggestion is offered by 
Iiansen-Perloff that “anyone (in whatever inceme 
class) who wished to devote a considerable part of 
his income to new ventures and to urban redevelon- 
ment and housing projects, might be permitted when 
estimating taxable income to deduct up to say 25% 
of his net income so invested.” The authors evidently 
have in mind that this deduction would be available 
only to individuals, but believe that extension of the 
privilege to established business concerns is worthy 
of serious study. They believe that this proposal 
would provide a powerful incentive to new invest- 
ment and yet not seriously affect the progressivity 
of the tax structure. 


11 N.P.A. Planning Pamphlet No. 35, pa page 8 

12 Former general counsel to the U. S. reasury, in an address 
to the Employing Printers Association, New York, Feb. 26, 1945, 
and reprinted in the Commercial Aid Financial Chronicle, March 

1, 1945. 
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Under the proposal, if an individual had an income 
after deductions, exemptions, and credits of $20,000 
but had invested $10,000 in new enterprise, he wou!d 
be taxed only on $17,500 ($20,000 less 25 per cent of 
$10,000). The advantage resulting from this permis- 
sive deduction would increase with increase in tax- 
able income. This would have the desirable effect of 
encouraging new investment on the part of those best 
able to assume risks. Moreover, the deduction would 
be available only once and would not be a continuing 
subsidy. Deductions in subsequent years would be 
possible only if further investment in new enterprise 
were made. 


Brookings Institution-Kimmel. This study was con- 
cerned primarily with the single question: What 
modifications of the tax system would contribute to 
the release of economic power and the expansion of 
private enterprise. Consideration of incentive taxa- 
tion was therefore inevitable. 

In the opinion of Kimmel “the fundamental posi- 
tion of equity capital in the economic structure has 
never been recognized by the federal tax laws.” He 
believes that whatever differentials are approved 
should favor equity investments rather than invest- 
ment in bonds and other fixed-income obligations. 

He recommends a differential of one-third to one- 
half in the rate applicable to income from new equi- 
ties. This differential rate would be based upon the 
individual effective rate applicable to net taxable 
income. In other words, the tax advantage of income 
derived from new investment would be somewhat 
greater in the higher brackets of income, and new 


investment on the part of those best able to assume 


risk would be encouraged. However, deductions and 
exemptions would be chargeable against dividends 
from new equities in the same proportion as against 
other sources of income. Kimmel’s illustration of the 
proposal follows: 
Gross income 
Dividends 
Other 
Deductions and exemptions 














Net taxable income 
Computed tax 
Effective rate on net taxable income 
Ratio of net taxable income to 
gross income—$475,000 _ 
$500,000 
Dividend income subject to credit ($100,000 x .95)... 
Dividend credit—$95,000 x .50 x .50 
Tax Due 

Computed tax above 
Less dividend credit 


Balance, tax due 








$237,500 








-$ 95,000 
$ 23,750 





$237,500 
23,750 


$213,750 











It is to be noted that the dividend credit would be 
computed in such a way that the rate of tax on or- 
dinary income would not be reduced under the rate 
that would be effective without special treatment of 
dividends from new equities. Proposals for partial 
exclusion of dividends would have the effect of re- 
ducing the effective rate of tax on ordinary income 
as compared with what it would be without the par- 
tial exclusion of dividends. . 

Kimmel rejects the alternative of providing a max: 
imum rate, say 40 per cent on dividends, on the 





ground that low- and medium-bracket owners of 
equities would not benefit from such rate limitation. 
But a maximum tax rate on dividend income, or at 
least on dividends from new equities, might offer 
greater encouragement to new investment on the 
part of those best able to assume risk. He also rec- 
ommends that capital losses be made deductible from 
dividends as well as from capital gains. 


Summary and Appraisal. The partial exclusion of 
dividends from gross income recommended in the 
Twin Cities plan’ is unlikely to emerge as a part of 
the postwar tax structure. This is especially true if 
the integration of corporate and individual taxes is 
accomplished by permitting the deduction of divi- 
dends paid from corporate income subject to tax. In 
a previous chapter" the cpinion has been expressed 
that such a provision would offer the simplest and 
most effective method of integration. Moreover, the 
partial exclusion of all dividends would afford prei- 
erential treatment to all recipients of dividend in- 
come and not merely to those whose dividend income 
results from risk investment. 

There are three proposals that require an adequate 
administrative definition of new enterprise and dif- 
ferential taxation of income or gains applied to, or 
resulting from, such new investment. Mr. Flanders 
would exempt from taxation capital gains from sales 
of new equities. Mr. Kimmel would accord prefer- 
ential treatment to dividends derived from new in- 
vestment. The Hansen-Perloff plan contemplates the 
permissive deduction from individual taxable income 
of perhaps 25 per cent of that portion of the taxpay- 
er’s income invested in new enterprise. 

It is evident that all three proposals are dependent 
upon a satisfactory definition of new enterprise. 
While this would be difficult, it is perhaps not impos- 
sible. If a group of individual investors set up a new 
corporation and undertake new production of goods 
or services, this is clearly a new enterprise. But sup- 
pose a group of individual businessmen suspend or 
curtail production as individual operators and set 
up a corporation to carry out activities previously 
carried on as individuals. Is this a new enterprise? 


Is a new enterprise necessarily a corporation, or 


should capital invested in a partnership or individ- 
ual undertaking be considered a new enterprise? Sup- 
pose an existing enterprise with 100,000 shares out- 
standing expands its activities and production by 
doubling its capital. Is this a new enterprise? Pre- 
sumably the individual investors who purchase these 
new shares will be regarded as investors in new en- 
terprise. Will the investor who purchases such stock 
from an original subscriber be considered to have 
invested in new enterprise ? Under the Kimmel plan, 
would all the dividends from stock (new and old) 
of this corporation be entitled to preferential treat- 
ment or just dividends from the new stock? If only 


13 It must be remembered that the Twin Cities proposal for par- 


tial dividend exclusion was not offered as a means of inducing 
new investment but rather as at least a partial offset to the re- 
tention of a high rate of corporate taxation. 


14 See Oregon Business Review, Jan. 1945. 








dividends from the new stock are to be given prefer- 
ential treatment, how can the new stock and the old 
stock be distinguished after a few issues and reissues? 
Suppose an existing corporation expands its activi- 
ties into new fields with its own resources or with the 
aid of bank borrowing but without expanding its 
capital structure. To what extent, if at all, should 
dividends on the stock of such a company or gains on 
its sale be accorded preferential treatment? 

An easy but inadequate solution would be to pro- 
vide simply that only the purchase of new corporate 
shares issued for new capital purposes be considered 
as investment in new enterprise. This would give 
inadequate consideration to needed expansion by in- 
dividual proprietors and partnerships. Moreover, it 
would éncourage partial or complete corporation 
liquidation followed by new incorporation. 

But, in spite of all the problems, it would be rash 
to assert that a workable definition of new invest- 
ment could not be found. Whatever definition might 
be worked out would not be perfect but it might be 
usable. Certainly it would be no more difficult to 
frame a definition of new investment than to frame 
a definition of capital in connection with the excess- 
profits tax. 

The suggestion that capital gains from new in- 
vestment be exempted from tax is subject to two 
criticisms. It would postpone decision as to what is 
new investment until the time of sale, which might 
be many years after the investment was made. This 
proposal would not appear to provide a very power- 
ful stimulant to new investment. The investor could 
never be sure how long tax laws would remain un- 
changed. Under the proposal an investment in a new 
and risky enterprise would not offer any immediate 
tax advantage. That advantage would be postponed 
to the indefinite future. Such a future advantage 
would be subject not only to a time discount, but 
also to a heavy further discount on account of 
the lively possibility that in some future year the 
preferential advantage might no longer be available. 

The proposal for preferential treatment of divi- 
dends received from new equities raises the question 
as to how long ar enterprise is to be regarded as new. 
Moreover, the proposal seeks to induce new invest- 
ment not by means of an immediate tax advantage 
that is ended in the year of investment but by a much 
smaller advantage spread over a period of years. The 
uncertainty as to continuance of the provision would 
minimize its usefulness as a stimulant to new invest- 
ment. Also, since the preferential treatment is pro- 
posed for the enterprise rather than for the investor, 
new enterprises would be given a continuing com- 
petitive advantage over existing enterprises. This 
might result in a considerable amount of disinvest- 
ment or liquidation of existing enterprises. 

The Hansen-Perloff proposal for deduction, from 
individual income subject to tax, of a percentage of 
that portion of income invested in new enterprise 
seems to be the more practicable. The tax advantage 
would be immediate and not deferred into the uncer- 
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tain future. Moreover, it would not involve tax dis- 
crimination between new and existing enterprises. 
It would require immediate consideration of the ques- 
tion of what is a new enterprise. It might be possible 
to provide current rulings by the Treasury on the 
question of newness, so that the investor would know 
in advance whether or not a given security would be 
regarded as representing new investment. 

The great danger in all incentive-tax proposals is 
that the provision of the law intended as a stimulant 
to investment may become an instrument of partisan 
or class advantage through undue departure from 
the principle of universality. An incentive tax neces- 
sarily offers some sort of advantage conditioned upon 
a certain action. The end sought is an expansion of 
investment ; but it would be entirely possible to hedge 
the tax inducement offered with provisions designed 
for class or sectional or even political advantage. 
Thus, special tax treatment of earnings from new 
enterprise might be offered, provided such new en- 
terprise pays “the prevailing rate of wages;” or the 
privilege might be denied in case a complaint had 
been filed with the NLRB within one year charging 
an “unfair labor practice ;” or the privilege might be 


* conditioned not upon just an investment expansion 


but upon investment expansion only of a kind deemed 
“desirable.” The test of consumer preference and the 
free market might be ignored and preferential treat- 
ment given only in case of investment expansion in 
public housing, or investment that “in the opinion 
of the commissioner” would create employment or 
be “socially desirable.” Any such “loading” of an 
incentive-tax provision would, at best, create uncer- 


tainty and largely destroy the usefulness of the tax. 


At the worst, such provisions might become a means 
of implementing an authoritarian bureaucratic state. 

The Hansen-Perloff proposal would appear to have 
the following advantages over other proposals: 


(1) It proposes a preference granted to the invest- 
or and not to the enterprise, and therefore is less 
likely to be loaded with “prevailing wage” and other 
provisions discussed above. 


(2) The preference is immediate and not deferred, 
and the possibility of future repeal of the provision 
would not be a factor deterring investment. 


(3) Since the preference is immediate and not de- 
ferred, the administrative problem of definition of 
new enterprise would be somewhat simplified. 


(4) Since the preference is given to the investor 
and not to the enterprise, and since the preference 
does not extend beyond the year of investment, no 


important discrimination against existing enterprises 
would result. 


It is very probable that the subject of incentive 
taxation will be thoroughly considered and debated 
in the period immediately ahead. There will proba- 
bly be attempts to extend continuing preferential 
treatment to the earnings of new enterprise accom- 
panied by “prevailing wage,” “fair labor practice,” 
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or other amendments designed for group or class aa- 
vantage.’ It is not impossible that the subject of in- 
centive taxation may form the background for a ma- 
jor political controversy. 

The discrimination against existing enterprise, the 
difficult administrative problems involved, and the 
desperate need for a sound and adequate overall tax 
system will probably prevent the adoption of un- 
sound proposals. If an incentive-tax provision is in- 
cluded in the postwar Federal tax structure, it Is 
probable that it will be in the form of liberalized de- 
preciation deductions and at least partial exemption 
of that portion of individual income applied to new 
investment. 


EXCISE TAXES 


With the single exception of the Twin Cities plan, 
current tax plans recommend diminished emphasis 
upon excise taxes in the postwar tax structure. The 
objection to excise taxes, including a general sales 
tax, may be summarized as follows: 


(1) Such taxes are inequitable since they bear with 
unusual severity upon lower-income groups. The 
proportion of income taken in such indirect taxes is 
greater in the lower brackets, since spending on con- 
sumption does not proportionately increase with in- 
come. 


(2) Such taxes are unwise for the same reason that 
business taxation is unwise, because the result is a 
reduction in investment incentives. All recent in- 
quiries emphasize the necessity for an expanded in- 
vestment rate. The volume of business and individ- 


ual demand for goods is perhaps the principal factor 


in investment expansion. It may be debated whether 
or not expansion of consumer purchasing leads to an 
expansion of investment or the reverse.’* But re- 
gardless of whether consumption is cause or effect, 
it is probably true that investment will be retarded 
by any persistent drag upon consumption. Ayres" 
has demonstrated that upturns and downturns in 
the volume of new security issues come before chang- 
es in the production of consumers’ goods. This dem- 
onstration throws considerable doubt upon consum- 
er-purchasing-power theories of business cycles. In- 
adequate business purchasing rather than inadequate 
consumer purchasing ts the characteristic of depres- 
sions. Business expansion comes “because energetic 
and enterprising men have believed that they could 
see profit possibilities in building and rebuilding 
America. Our recoveries have been great waves of 
activity in the construction of canals, railroads, man- 


15 Matthew Woll, vice-president of the American Federation 
of Labor, has proposed that: “New enterprise might be given 
freedom from all taxes for, say, three to five years—or such busi- 
nesses might be taxed more lightly than old, less daring concerns. 
However such special consideration should not be allowed a com- 
pany that denied its employees equal consideration—that is the 
right to promote their economic welfare.” 

16 For an excellent exposition of the theory that expanded 
investment results in expanded consumption and not vice versa 
see ja Points in Business Cycles by Leonard P. Ayres, 1939. 

1 


ufacturing plants, electric equipment, automobiles, 
and highways. These were bold projects based on 
faith in the future.””** 

It may be true that changes in strictly consumer 
spending do not initiate changes in investment. It 
may be true that so-called “pump priming” recover- 
ies can go only as far as they are pushed because the 
process itself, while increasing current consumer de- 
mand, impairs this essential faith in the future. We 
have learned that pump-priming expenditures can 
expand the output of existing facilities without gen- 
erating an investment expansion. 

But excise taxes bear on business spending as well 
as consumer spending and therefore increase invest- 
ment costs. It is true that the principal revenue-pro- 
ducing excise taxes are at present those on liquor, 
tobacco, and gasoline and these are not important 
items in business purchasing ; it cannot be urged that 
investment costs are increased by the taxes on to- 
bacco and liquor, although the tax on gasoline might 
have some influence. Nevertheless, it is clear that any 
general sales tax would significantly affect the cost 
of investment. According to’Ayres, 71.4 per cent of 
the dollar volume of durable goods were purchased 
by business and only 28.6 per cent by individual con- 
sumers. While we need to know much more about 
investment motives than we do, it seems clear that 
an excise tax on durable goods would be a factor at 
least as important as interest-rate changes.’® 


(3) Excise taxes tend to conceal the burden of 
governmental support. The tax becomes merely an 
ingredient of the general price level. Public activi- 
ties and expenditures need critical examination and 
review quite as much as private budgets. Indirect 
taxes tend to foster the already too-prevalent fa!- 
lacy that governmental grants are costless. 

Excise taxes do have the advantage of ease of pay- 
ment and collection. Moreover, the alternative, the 
graduated personal income and corporation income 
tax clearly are investment deterrents. Excise taxes 
are probably only less obvious investment deter- 
rents; but, if the alternatives are too steeply gradu- 
ated income taxes and continued emphasis on busi- 
ness taxes, the choice of excise taxes might be prefer- 
able. It is important to remember that we are not 
simply choosing between direct and indirect taxes. 
We are rather deciding the extent to which indirect 

18 [bid., page 109. 

‘9 In the case of a plant investment of $10,000, an increase in 
interest rate from 4 per cent to 5 per cent would increase annual 
costs by $100 annually. If a sales tax of 5 per cent were applicable, 
the plant would cost $10,500 and the increase in annual cost ot 
operation would be approximately $35 (4 per cent interest and 
3 per cent depreciation on the additional cost of $500). But con- 
sumer purchasing power would probably be reduced to a greater 
extent than if governmental costs had been financed by a gradu- 
ated income tax. On the other hand, if the sales tax permitted a 
reduction in business and personal income taxes, a greater pro- 
portion of income would be retained by the entrepreneurs. But 
a small decline in gross volume of business usually results in a 
much larger decline in net income, and it is likely that the prob- 
able decline in consumer purchasing would have a much greater 
influence on entrepreneural income than slight reductions in in- 


come tax. In any event, income taxes are payable only in the event 
the enterprise returns a profit. 
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taxes shall be retained in a tax structure already 
rather steeply graduated. The problem of adminis- 
tration is also a factor of importance. Underreporting 
is admittedly more serious in the lower brackets, and 
the proposal included in the Twin Cities plan to lift 
exemptions and adjust income-tax rates as an offset 
to a sales tax has merit as a solution of this problem. 
But it would be rash to predict that this alternative 
would find acceptance, in view of the philosophy ex- 
pressed in other tax plans and in view of existing 
opinions. 

It should not be supposed that a sales tax is nec- 
essarily a proportional tax. A graduated tax on spend- 
ing has been proposed.”® Such a tax would represent 
a complete revolution in tax thought and is unlikely 
to be enacted into law, although a great deal can be 
said in favor of it. Such a tax might largely solve the 
problem of incentives, since savings would be un- 
taxed. Such a tax would be based upon an individual 
annual return and not levied in the conventional form 
of a sales tax. It would be no more difficult to de- 
termine annual spending than to determine so-called 
net income. A decrease in the cash balance at the end 
of the year as compared to the previous year would 
be added to the cash income receipts for the year, 
and an increase in the cash balance at the end of the 
year over the previous year would be deducted from 
cash income receipts for the year. To this result 
would be added cash proceeds from sale of invest- 
ments or from borrowing. Cash payments made on 
loans and for the purchase of investments would be 
deducted. From the result would be deducted such 
items as might be authorized by law. These might 
include (with appropriate limitations) payments 
made for taxes, insurance premiums, medical care, 
gifts and contributions, fines, penalties and damage 
payments, and statutory exemptions and credits for 
dependents. The balance would represent spendings 
for other than investment purposes and beyond the 
specific and general exemption allowed. This net 
spending would then be subjected to such graduated 
rates as would be appropriate to revenue needs. 

Perhaps if the income tax were only now being fit- 
ted into the tax structure, the concept of income im- 
plicit in this proposal wuuld receive merited consid- 
eration. But the accretion concept of income is, rightly 
or wrongly, firmly rooted in tax thinking.** It may 
be true that savings are not income. Nevertheless, 
it would be very difficult to change what is probably 
the common concept of income. 

Whatever the general merits of a tax on spendings 
as a substitute for the present income tax, it is ob- 
vious that it is peculiarly well-adapted to the neces- 
sities of war finance. Such a tax was proposed by the 


20 For an excellent statement of this proposal, see Fisher and 
Fisher, Constructive Income Taxation, 1942. 

21 Fisher believes that the common man’s concept of income 
leans more toward spending than toward accretion. This belie 
is based upon consideration of answers to a series of interesting 
problems involving calculation of income in simple situations sub- 
mitted to one hundred typical laymen. Each of these problems 
was so framed as to admit of two answers, one indicating the ac- 
cretion concept of income and the other yield income (spendings). 


Treasury not as a substitute for, but as an addition 
to, the income tax. This proposal received little con- 
sideration. It is doubtful indeed if the suggestion 
would have been given any better reception if it had 
been proposed as a substitute for the present income 
tax. 


Summary and Appraisal. Tax plans (with the ex- 
ception of the Twin Cities plan) recommend reduc- 
tion or repeal of excise taxes with the exception of 
those levied on liquor, tobacco, and gasoline and 
such other taxes as are levied for social or regula- 
tory purposes. 

The C.E.D. plan recommends repeal of excise tax- 
es, except those on liquor, tobacco, and gasoline (if 
needed). A revenue yield of $2.9 billion is estimated. 
The Twentieth Century Fund plan proposes reduc- 
tion in emphasis on excise taxes and particularly re- 
duction in customs duties. The N.P.A. (Ruml- 
Sonne) plan recommends retention of excise taxes 
only on liquor, tobacco, and perhaps on gasoline. The 
yield is estimated at $3 billion. The Hansen-Perloff 
plan proposes excise taxes only on liquor and tobac- 
co (with some rate reduction) with an estimated 
yield of $2.9 billion (including customs revenues). 
The American Institute of Accountants recommends 
reduction of excise taxes only when feasible in the 
light of revenue yields and after other changes (pri- 
marily in corporate taxes) are effected. It is proposed 
that rates which by their own terms expire at or after 
termination of hostilities should be permitted to ex- 
pire accordingly. 

Probably the rather widespread use of excise taxes 
at the state and local governmental levels served to 
predispose tax planners against emphasis on use of 
these taxes in the Federal tax structure. 

A reasonable expectation would seem to be the re- 
tention of excise taxes on liquor, tobacco, and gaso- 
line,”* and at least the elimination of wartime in- 
creases in other excise taxes, with probable repeal 
of such taxes as bear heavily on cost-of-living items. 

22 The recommended retention of an excise tax on gasoline 


must be based upon the benefit theory in relation to Federal road 
expenditures. 





SOME ECONOMIC ASPECTS OF 
OREGON LUMBER MANUFACTURE 


(Continued from page 1) 


the five years, 1925-29. Subsequent to 1938 produc- 
tion increased sharply, reaching a peak of 6.5 billion 
board feet in 1942 (Table 1). This accelerated indus- 
trial output produces benefits that extend through 
all economic enterprises of the state. It means addi- 
tional hours of employment for labor, greater dollar 
payrolls, more money circulating through trade chan- 
nels, expanded markets for all types of commodities, 
and a host of other good things. 

[In view of the anticipated postwar reduction in 
shipbuilding and other strictly wartime industries 
in Oregon, it is pertinent to inquire into the prospects 
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for expanding future employment in the lumber in- 
dustry. Expansion can be attained in several ways, 
the most obvious of which is increasing gross vol- 
ume of production. Second, it can be attained by 
greater refinement of manufacture. Third, the same 
end might be attained by utilizing more fully or more 
richly material now destroyed in refuse burners or 
used for fuel. The potentialities of the utilization of 
waste material were discussed by Dean Paul M. 
Dunn, School of Forestry, Oregon State College, in 
the October 31, 1944 issue of the Oregon Business Re- 
view. Another possibility is the spreading of employ- 
ment among more people by the shortening of the 
work week. 

Adequate facts for conclusive consideration of all 
these possibilities are currently unavailable. With 
the information at hand, however, the problem may 
at least be outlined. 

Part of the recent increase in the gross volume of 
lumber produced may be attributed to wartime de- 
mands, which may not continue with the termination 
of hostilities. Some students of the situation predict 
a sustained lumber market during the reconstruction 
period and others pessimistically predict a substan- 
tial recession in demand. 

Coincident with the increased overall demand for 
lumber, there is taking place a shifting of lumber 
manufacture from Washington to Oregon as a result 
of depletion of stumpage supplies in western Wash- 
ington. This is shown by a review of comparative 
lumber production in the two states. In 1926, Oregon 
produced 37.5 per cent of the total production of the 


_ two states; in 1929, Oregon accounted for 40.0 per 


cent; in 1935, 47 per cent; in 1938, 53.8 per cent ; and 
in- 1943, 56.5 per cent. Despite the wartime pressure 
to increase lumber production, Washington produced 
but 4.5 billion board feet in 1943 compared to 4.7 bil- 
lion feet in 1937. Oregon, on the other hand, pro- 
duced 6.4 billion feet in 1943 compared to 4.4 billion 
feet in 1937. 

Judging from the history of lumber production in 
Washington, and elsewhere for that matter, two fac- 
tors will operate to determine the volume of produc- 
tion in Oregon. These are market demand and stump- 
age supply. At times these factors will be in harmony 
and at times in conflict. It is evident that a greater 
proportion of the demand for lumber produced by 
these two states will be supplied by Oregon mills. It 
seems unlikely, however, that in the immediate fu- 
ture total production of the two states will exceed 
or even reach the total of the past few years. Consid- 
ering available stumpage supplies, there is strong 
evidence to indicate that this factor may act as a 
check on increasing production in Oregon. During 
the past year or two production has dropped mate- 
rially in two of the principal lumber-producing sec- 
tions of the state—the Lower Columbia River (in- 
cluding the Portland area) and Klamath Falls. This 
decline has resulted primarily from lack of stump- 
age. After the war an even greater decline of produc- 
tion in these two sections is anticipated because of 


shortage of raw materials. While there is a great vol- 
ume of standing timber remaining in Oregon (Ore- 
gon possesses more than any other state), it is be- 
coming more closely held. Over 60 per cent of Ore- 
gon’s standing timber is in public ownership, prac- 
tically all of which will be managed under sustained 
vield. In brief, that system limits the annual cut to 
an amount that can be sustained continuously. A 
large part of the remaining private timber is owned 
by a compartively small number of good-sized com- 
panies, which will undoubtedly seek to operate con- 
tinuously either independently or in cooperation 
with government timber-managing agencies. 

On the other hand, there are many small holdings 
in southwestern Oregon which in the aggregate con- 
tain the bulk of the timber volume in that district. 
There was relatively little industrial activity in this 
part of the state until the past three or four years, 
except at a few locations such as Coos Bay. Since 
then, operating concerns large and small have been 
actively acquiring timber in that area and lumber 
production has increased severalfold. Many of these 
concerns moved from western Washington and the 
Lower Columbia River after exhausting their raw 
material in those sections. Some are commencing im- 
mediate operation and others are planning future 
operations. However, not all of the acquisition is on 
the part of lumber manufacturers. Plywood interests 
are actively seeking to insure continued operation by 
obtaining ownership of standing timber. In addition, 
some timber is probably being acquired for specula- 
tion. Following the war it is expected that logging 
and lumber production will continue to increase in 
this part of the state. This will offset in part or per- 
haps in total the expected decline in the Lower Co- 
lumbia River and Klamath Falls territories. 

The dangers of overexpansion are obvious when 
the history of lumber manufacture in Puget Sound, 
Grays Harbor, and the Lower Columbia River is 
studied. Any prolonged postwar increase in employ- 
ment through exploitation of the state’s forest re- 
source beyond its sustained capacity would be un- 
fortunate, since it would be followed by a loss when 
the raw material was exhausted. 

To summarize, it is difficult to find much oppor- 
tunity for any significant expansion of total gross 
lumber production in Oregon during the postwar 
period ; it is more probable that gross production will 
contract from the level of the past three or four years. 
Very probably mills will operate on a shorter work 
week than during the war period, which will provide 
work for a greater number. However, increased ef- 
ficiency through technicological improvement may 
largely offset the effect of shorter hours. 

What is the situation with respect to increasing 
the degree of manufacture as a means of providing 
more direct work opportunities and indirectly ex- 
panding economic activity of all sorts in Oregon? 
This method of increasing employment does not add 
to the drain on the forest resource, and thus prom- 
ises greater stability and permanence than would be 
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gained through increasing gross lumber production. 
Increased refinement of manufacture can be obtained 
in the sawmill itself by drying, surfacing, treating, 
and remanufacturing a greater portion of the output 
or through establishment of secondary wood-using 
industries. 

Examples of products that might be made by these 
secondary industries are boxes and crates, sashes 
and doors, furniture, wooden toys and novelties, lad- 
ders, caskets, prefabricated structures, and laminat- 
ed members. During 1940, 1,234 million feet or 24 
per cent of Oregon’s total lumber production of 5,202 
million feet was consumed within the state. Wood- 
using industries in Oregon used a total of 622 million 
feet during 1940, according to Lumber Used in Manu- 
facture—1940, a publication of the U. S. Forest Service. 
The remainder, 612 million feet, was evidently con- 
sumed finally within the state for construction of 
houses, other structures, and for miscellaneous uses. 
About 98 million feet of lumber was shipped into 
Oregon from Washington and California during 
1940; part of this was probably used by secondary 
industries, although exact figures are not available. 
(If this volume could be accounted for it might 
change in a minor way the figure of 612 million feet 
declared as finally consumed.) The principal prod- 
ucts and quantities of lumber used during 1940 in 
making them are: boxes and crates, 371 million feet; 
sashes and doors, 134 million feet; flooring, 45 million 
feet; Venetian blinds, 14 million feet; handles, 12 
million feet; and furniture, 9 million feet. The re- 
maining 37 million feet was used for a long list of 
commodities, for example, car construction, tanks, 
conduits and pipes, caskets, and ladders. 

A large part of the 3,968 million meet produced but 
not consumed within the state was shipped rough 
green, or partly finished; data showing exact pro- 
portions are not available. Much of this is later re- 
manufactured out of the state, and could have been 
refined in Oregon. 

Figures were recently compiled by the Bureau of 
Economics and Statistics, Department of Trade and 
Industry, Victoria, B. C., giving man-days of employ- 
ment provided by processing, in various degrees, 
1,000 board feet of standing timber. Approximately 
2 man-days are required to produce rough, green 
lumber ; 3 man-days to make finished dry lumber; 5 
man-days, boxes; 10 man-days, sashes and doors; 
and 19 man-days, cabinet work. This gives some idea 
of the potentialities in remanufacture. A number of 
minor wood products, such as novelties, wooden- 
ware, etc., which require a large amount of labor 
per unit of raw material, could be added. The furni- 
ture industry represents another real possibility. A 
thorough analysis of this subject should consider 
such factors as suitability of local species, availability 
of skilled artisans, potential markets, etc. 

Utilization of sawmill waste for higher purposes 
than fuel is still largely in the research stage. Dean 
Dunn’s article, previously mentioned, outlined stud- 
ies under way or planned that are designed to find 





commercial uses of this material chiefly through 
chemical processes. The first start in the develop- 
ment of such industries is the alcohol plant at Spring- 
field, which, using sawmill waste, is expected to 
commence production in the next few months. Saw- 
mill waste is also used as a source of fiber by pulp 
mills and in making insulating and hard board. The 
possibilities in the field of chemical utilization of 
wood are untold. The promising aspect in the devel- 
opment of wood chemical industries is that their 
products may be used as a raw material by many 
other industries. Directly, they may not furnish a 
large volume of employment; but indirectly they 
could be very important through the development of 
dependent and service industries. 

Oregon can look forward to a postwar period of 
great possibilities and of serious problems. Light 
metals, abundant hydroelectric power, and war-fi- 
nanced facilities wisely used should result in mate- 
rial expansion of her economic base. Forest indus- 
tries, however, in the foreseeable future as in the past, 
must provide the major source of employment and 
of industrial output. These industries are of imme- 
diate importance because of the ease and rapidity 
with which they can convert to peacetime production. 
We must, however, correlate our industrial use with 
the continued productive capacity of the forest re- 
source. 

It is now clear that productivity of our forest lands 
must be improved, that a greater part of the standing 
tree must be utilized, and that there must be increased 
local remanufacture and refinement of all forest prod- 
ucts if forest industries are to contribute their full 
share to the economic life of the state. 





UNEMPLOYMENT PAYMENTS 


Women continued to outnumber men among the 
unemployed workers drawing benefits in Oregon 
during April. With a flurry of claims in the Portland 
area that reached the highest point in two years, 
almost 82 per cent were filed by women. For the en- 
tire state the figure was 61.4 per cent. In the ship- 
yards and canneries, where most claims originated, 
619 of the 720 claimants were women. 

Only 58 men in the Portland area were compen- 
sated for unemployment during the month—and 
most of these were over 50 years of age. A recent 
check showed that only about 10 per cent of the men 
filing claims were under 40, and that a good propor- 
tion already had passed the 65-year mark. Nearly 
80 per cent of the claims still are from outside the 
metropolitan area, which is experiencing a renewed 
demand for workers, mainly to repair Navy ships. 

In the Salem area 26 per cent of the claimants 
were men. Of the 127 cannery workers asking com- 
pensation, only 5 were men. In the Astoria office 65 
dock-workers were out of jobs, but even here less 
than half of the 152 claimants were men. Of the 214 
lumbering industry workers entitled to compensa- 
tion, 25 were women. 
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BANK DEBITS 
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Debits 
April 1945 
89 $611,250,442 
436,654,154 

44,025,029 
38,600,791 


9 
4,274,961 5,098,829 





represent the dollar value of checks drawn against individual bank deposits. A ximately 90 per cent of all property, and services 
check. Bank debits are regarded as indicators of the general trend of business. The Bureau of Business Nesnatth cohen bank debits from 
nec- 


branches monthly. On occasion, the totals for the same month in different issues of the Review are not directly comparable because of 
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arch 1945 April 1944 
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April 1944 
$602,699,674 
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40,721,686 
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$665,115,217 
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7,495,617 
16,760,069 
11,023,939 
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4,496,145 


BUILDING PERMITS 


Building permits give an indication of building operations planned rather than actual construction under way. Care must be taken, in interpreting 
these data, to allow oy the - which may elapse between the Louies of the permit and the beginning of actual construction. The data have been collected 


by the Bureau of Business Research. 
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Klamath Falls 
La Grande 1,000 
Medford 500 


City 1,000 
Portland 102,500 


The Dalles. 4,000 
28 other 148,600 
































1,500 
52,260 


102,085 


Additions, Alterations 
’ nd Re airs 


a Total 
April 1945 


Total 
April 1945 March 1945 
$ 50,770 $ 6,050 
28,230 3,190 
800 
1,450 
16,675 
25, 
63,491 
18,220 


150 
7,075 575 
167,345 322,105 901,400 
m- - 3,000 


13,442 


14,000 18,000 3,000 anes 
52,634 303,319 221,109 122,047 





Total $ 321,050 
* No report. 





LUMBER PRODUCTION 


The West Coast Lumbermen’s Association reports that 
the April 1945 weekly average of lumber production in west- 
ern Oregon and western Washington was 136,736,000 board 
feet, a decrease of 0.1 per cent under the previous month and 
a decrease of 18.4 per cent under the same month a year ago. 
The weekly average for March 1945 was 136,782,000 board 
feet, and for April 1944, 167,588,000 board feet. 


_ PORTLAND FOOD COSTS, MARCH 15 TO 
APRIL 15, 1945 


(Courtesy San Francisco Regional Office, Bureau of Labor Statistics) 


The cost of food bought by families of wage earners and 
lower-salaried workers in Portland rose 1.1 per cent during 
the thirty days ending April 15. This latest monthly advance 
retraced most of the decline reported in the previous three 
months, but still left Portland food costs 4 per cent lower 
than in May 1943, when the wartime peak was reached. 

Fresh fruits and vegetables figured most prominently in 
the advance, increasing 4.7 per cent between March 15 and 
April 15. Potatoes, selling at more than 514 cents per pound, 
were up 15 per cent; and cabbage, at 8 cents a pound, was up 
5 per cent. Also higher were oranges, lettuce, canned peaches, 
round steak, butter, eggs, and lard. Partly offsetting these 
increases were moderately lower average prices for navy 
beans, nut butter, apples, onions, carrots, and pork chops. 
Many items, including sugar, coffee, bacon, and flour, were 
unchanged from the pone month; and canned tomatoes 
were so scarce in April that it was impossible to secure enough 
quotations from representative grocers to compute an aver- 
age community price. 


$ 231,255 


$ 319,850 $ 872,155 $1,052,729 $1,247,634 


’ The April gain of 1.1 per cent in Portland food costs com- 
pared with costs in other Pacific Coast cities as follows: Se- 
attle, no change; San Francisco, up 1.5 per cent; Los Angeles, 
up 1.2 per cent. Thirty-four large United States cities com- 
bined, making up the “national food index,” advanced 0.5 
per cent in the month ending April 15. 

Cost of food index readings for various recent periods is 
shown below: ) 


1935-39 


Aug. 15 
Average 


1939 
96.1 
93.5 


Jan.18 Feb. 15- Mar. 15- 
1944 Mar. 15,1945 Apr. 15, 1945 
142.5 146.3 147.4 


34 large cities ...... 100 136.1 135.9 136.3 


COMMERCIAL FAILURES 


Dun and Bradstreet report that there were six commercial 
failures in Oregon in April 1945 with liabilities of $31,000. This 
compares with one failure in March 1945 with liabilities of 
$16,000, and one failure in April 1944 with liabilities of $76,000. 


LIFE-INSURANCE SALES 


Ordinary life-insurance sales in Oregon for April 1945 
were $7,627,000, which is a decrease of 4.8 per cent under the 
previous month, and an increase of 20.0 per cent over the same 
month a year ago. Sales in the United States decreased 3.7 
per cent under the previous month, and increased 23.0 per 
cent over April 1944. Life-insurance sales data are related to 
the financial conditions of individuals and particularly bus- 
inessmen, because life-insurance contracts are a form of 
savings. 





